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At the end of August, world coffee prices began to climb following reports of semi-drought
conditions in Brazil's principal coffee-growing zones. Market analysts now expect world prices to
tend upward for the rest of the year, since the cold winter season in the advanced industrialized
countries will increase consumer demand. In mid-July, world market prices for coffee reached
US$2.75 per pound, representing their highest levels in nearly a decade. Among the factors that
contributed to the boom in prices were an export-retention scheme by coffee-producing nations
aimed at reducing market supply, a marked drop in global coffee production, and two cold snaps
in Brazil in June and July that destroyed much of that country's coffee crop for this year. By late
July, however, prices began to recede following reports that Brazil may have overestimated the crop
damage.
Originally, the government had reported that nearly half the harvest was destroyed by the cold
weather. The government thus cut its projections on coffee output from the 28 million 132-pound
bags expected before the cold snaps, to just 15 million bags. That sent world prices skyrocketing,
since Brazil contributes from 25% to 30% of global production each year. But in late July, the
government revised its estimates, indicating that output would probably only drop by about 9
million bags. That cut the bottom out of the market, and by early August prices had fallen to below
US$1.75 per pound, a 36% decline compared with the peak price of US$2.75 per pound reached in
mid-July.
In addition, most roasters had already bought all the beans they needed during the explosive rally
in the market in July, and with consumer demand down during the northern hemisphere's hot
summer months, market analysts predicted that prices would not climb again for several months.
Nevertheless, by mid-August prices suddenly began to rise because of revived concerns about the
Brazilian harvest.
On Aug. 12 the US Department of Agriculture (USDA) released its first estimate of the damage to
Brazil's crop, based on three weeks of on-site investigations. According to the USDA, a minimum of
9 million bags and possibly up to 11 million bags were destroyed, representing from 30% to 40% of
Brazil's total harvest this year. The report immediately pushed spot prices back up to above US$1.95
per pound on the Coffee, Sugar, and Cocoa Exchange in New York (CSCE), since traders consider
the USDA the most dependable source of information on agricultural production world wide.
"The price gains reflect the fact that the USDA, whose views are regarded as authoritative,
thinks the frost damage to the Brazilian crop is really bad," one trader told The New York Times.
In addition, in late August Brazilian officials reported unusually arid conditions throughout
the country's principal coffee-growing zones, which is particularly damaging to the harvest,
since August and September are generally the months with the heaviest rainfall in those areas.
Consequently, by Aug. 30 prices had rebounded to US$2.14 per pound on the CSCE, after reports
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indicated that the drought is likely to continue throughout the first half of September. "For the
whole month of August there's really been a lack of moisture down there," said Michael Whalen,
an analyst in New York with Cargill Investor Services Inc. "There has been no significant amount
of rain in the major growing areas of Minas Gerais and Sao Paulo states since July 22, and there
have been reports of blossoms withering and falling off the trees. With this coming on top of the
two frosts in June and July, we have a very nervous market out there." Indeed, market analysts now
predict that coffee prices will steadily increase throughout the rest of the year as consumer demand
increases during the North's fall and winter.
Some traders believe the price may even surpass the mid-July peak of US$2.74 per pound, since
demand for coffee is expected to outpace supply. "This is only the start of a big rally," said Judith
Ganes of Merrill Lynch & Company. "The highs seen in coffee prices this summer should be
eclipsed in the fall and winter months when coffee consumption peaks." Meanwhile, some of Latin
America's principal coffee- producing nations are drawing up joint strategies to take advantage of
the present boom in prices to finance needed investments for better long-term competitiveness on
the world market.
On Aug. 20, the presidents of the five coffee-growing countries in Central America met with
Colombian officials to consider sharing technology and expertise to improve productivity and
product quality, thus allowing them to maintain their foothold in the global market after prices
begin to tend downward again two to three years from now. "The central objective is to take
advantage of the income bonanza to invest in development programs to incorporate new technology
and methods of production that are environmentally friendly," said Luis Diego Escalante, head of
Costa Rica's Coffee Institute (Instituto del Cafe, ICAFE).
"We calculate that the drop in global supplies will keep prices high for at least 24 months, which
gives us an important period of time to fortify the coffee sector." In addition, the Central American
nations will jointly lobby the Association of Coffee Producing Countries (ACPC) to carefully monitor
world supply and demand and reactivate export-retention schemes if prices begin to drop briskly
again. The ACPC which includes 10 Latin American countries successfully drove up world market
prices in late 1993 and early 1994 by withholding 20% of all exports from the market to regulate
global supplies. "Frankly, we don't think prices are going to fall anytime soon," said Costa Rican
President Jose Maria Figueres. "We believe that coffee prices will remain high for two to three years.
But if prices do begin to fall, we will immediately lobby to reactivate the coffee-retention plan."
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